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BANK HOLDING COMPANY TAX ACT OF 1976
AveusT 31 (legislative day, AveusT 27), 1976.—Ordered to be printed

Mr. Lone, from the Committee on Finance,
submitted the following

REPORT

[To accompany H.R. 11997]

The Committee on Finance, to which was referred the Act
(H.R. 11997) to amend the Internal Revenue Code of 1954 with
reslgjct to the tax treatment of certain divestitures of assets by bank
holding companies, having considered the same, reports favorably
thereon without amendment and recommends that the bill do pass.

I Summary

In general, the Bank Holding Company Act Amendments of 1970
reguire a bank holding eompany (generally any company controlling
a bank) to divest either its banking or nonbanking properties on or
before December 81, 1980. At the time of enactment, it was anticipated
that the Congress would later consider the need for legislation to pro-
vide relief from any tax burden resulting from the divestitures re-
quired under the Amendments.

With respect to distributions previously required under the Bank
Holding Company Act of 1956 (and its amendment in 1966), bank
holding companies which controlled two or more banks were permitted
to ma]ge tax-free distributions (referred to as “spinoffs”) of either
their bank or nonbank assets, as the case may have been. This special
treatment provided for the nonreco%lnition of any gain to the share-
bolders, upon the distribution to them of banking or nonbanking
property, including stock of a subsidiary. The tax on any gain realized
by shareholders, or on any property received by them, would be im-
posed upon their later disposition of the stock or other preperty
received in the spinoff.

The bill provides two possible methods in which tax relief may be
obtained by individuals and corporations for divestitures made by a



2

ine company of either bank or nonbank property under the
%a;:gi}i?lg}di;g Cor][r)]pa};xy Act Amendments of 1970. First, the bill pro-
vides that a bank holding company may distribute e1§her.b;u_1k or non-
bank assets to its own shareholders Wlthout.mclu'slon in income or
recognition of gain by such shareholders. This “spinoff approach is
generally the same as that adopted for divestitures under the bank
holding company legislation enacted in 1956 and 1966. Second, the bill
permits a bank holding company to sell its banking or nonbanking
assets in a taxable sale or exchange. and to pay the income tax -
curred by it in installments over a 10-year period to the extent the tax
is attributable to divestitures made pursuant to the Bank Holding
Company Act Amendments of 1970.

II. Reasons roB BILn 3

Bank holding company legislation

The Bank Holding Act of 1956 was enacted in response to a concern
about concentrations of economic power if holding companies were
allowed to control not only larze numbers of banks but also non-
banking enterprises. A bank holding company was defined in the 1956
Act as an entity which owned or controlled 25 percent or more of the
voting shares of two or more banks.

In general, a corporation coming within the terms of the bank hold-
ing company legislation was given its choice of two alternative
routes—to remain a bank holding company, or to dispose of its interest
in banks. If the corporation decided to remain a bank holding com-
pany subject to the supervision of the Federal Reserve Board, it had
to divest itself of any so-called “prohibited property,” or monbank
assets, ’ L

Tn 1966, a number of technieal amendments were made to the 1956
Act and one exception to the definition of bank holding company was
removed.?

During the late 1960’s, there was a dramatic growth not only in the
number of commercial banking enterprises which became affiliatéd
with one-bank holding companies, but also in the extent such entities
controlled commercial banking activity. As as result of this change
in the structure of U.S. commercial banking ownership, the Congress
enacted the Bank Holding Amendments of 1970.

Of the 1970 amendments, the most significant is the extension
of the Act to cover, for the first time, one-bank holding companies
(i.e., any company controlling 25 percent or more of the voting shares
of a bank). As a result. one-bank holding companies are made sub-
ject to the requirements of the Federal Reserve Board regarding ex-
pansion in their banking activities. In addition, one-bank holding .
companies which are engaged in both banking and nonbanking- ac-
tivities are generally required to divest themselves of either their bank-
ing or nonbanking assets before January 1. 1981. However, a “gand-
father clause” in the 1970 amendments. provided that a one-bank hold-’
ing company is generally not required to divest itself of those non-

! The repealed exception had provided that a_company was not to be considered a bank
bolding company if it was registered prior to May 15, 1953, under the Investment Com-
Peny Aet of 1940 (nr was an affiliate of sveh a company) unless the company or its

;::I‘"w directly owned 25 percent or more of the voting shares of each of two or more
RE.
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bankx:xg activities in which it was lawfully engaged on June 30, 1968.%
In addition, the Federal Reserve Board is authorized to determine
that 2 company owning between 5 percent and 25 percent of the voting
stock of a bank or nonbanking corporation possesses a “controlling in-
fluenee” in the bank or nonbank and should also be treated as con-
trofling the bank or nonbanking corporation.

Tax treatment of divestitures

In case of distributions required under the Bank Holding Company
Act of 1956 (and its amendment in 1966), bank holding companies
which controlled two or more banks were permitted to make tax-free
distributions (referred to as “spinoffs”) of either their bank or non-
bank asséts, as the case may have been. This special treatment provided
fot the nonrecognition of any gain to the shareholders upon the dis-
tribution to them of banking or nonbanking property, including stock
of # subsidiary. Instead, tax on any gain was imposed on the share-
holders upon their later disposition of the stock received in the spinoff.

" In the absence of special tax legislation, many distributions required
fﬂ‘be made pursuant to the Bank Holding Company Act Amendments

‘1970 will be taxable to the distributees as dividends subject to -
ordinary income rates.? .

In addition, the bank holding company itself generally would be re-
quired to recognize gain on appreciated property (such as stock of a
banking or nonbanking subsidiary) distributed by it in a redemption
of its own stock, unless the distribution qualifies as a distribution in
complete or partial liguidation of the company.*

On the other hand, 1f property is sold by a bank holding company to
satisfy the divestiture requirements, gain is recognized. The involun-
tary conversion provision of the tax law (sec. 1033), which provides
for nonrecognition of gain, is not available, since this provision does
not treat these divestitures as an involuntary conversion. Conse-
quently, a direct sale by a bank holding company will ordinarily be
a taxable disposition, producing taxable gain or deductible loss. .

While a distribution in the form of a spinoff (for which the relief
provided in 1956 and 1966 may be useful for some of the divestitures
made pursuant to the 1970 amendments, the number and types of bank
holding companies which are subject to the 1970 legislation will, in

* Properties which are covered by the grandfather provision are not generally snbjeet to
the divestiture requirements; however, in a sitnation of this type the Board retains sig-
nificant controls on the authority of the bank holding campany te acquire new businesses
or to &xpand exlsting buasinesses, and may terminate applicability of the grandfather clause
for a company in certain cases.

1 Generally. In the case of a redemption of stock by a bank holding company, the re-
demption would be treated as a sale or exchange of a capital asset by the shareholder,
rather than a dividend, only if the redempiion is not essentially equivalent to a dividend
(’ . 802) or if the redemption is treated as a distribution in complete or partial liquida-
tign! of ‘the company (sec. 331). Nonrecognition treatment would be available if the dig-
tribation qualifies under the divisive reorganization provigions of present law (sec. 3535).

Mg provision permits a corporation to distribute to ite own shareholders stock of a con-
trolled (80 percent or greater ownership) corporation without an immediate dividend tax
or recognition of gain by the recelving shareholders. Under this provision, the shareholders
mo:'y or may not simultaneously exchange rome of their sfock jn the distributing company.
Several prereguisites must be satisfled before this beneflt under section 8355 can be ob
tained. however. Two of these requirements are that both corporations mnst be engazed
in active conduct of a trade or business jmmediately after the distribution, and
telbuted companv must bave actively conducted a trade or business for at least 5 years

jon. N
bﬁ;ol'lﬁng: gl}gtrTl::tl{)eform Act of 1969, recognition of gain by a corporation gfin(g appre-
elated property to redeem its own stock was renquired in certain casés (ree. 311(d)). In-
cluded among the exceptlons to this rule was a distribution of stock or securities pursnant
to,a final judgment under an antitrust proceeding. A similar exception for &etributions
required under the Bank Hrﬁding Company Act was not cohsldereql necessary at that time.
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many instances, make the spinoff distribution impractical. For exam-
ple, gome of the bank holding companies which will be subject to the
1970 amendments are widely held. In such a situation, the distribution
of the stock of a subsidiary to the shareholders of the bank h
company would frequently result in many of the holding company’s
shareholders receiving only a small number of shares (or in some
cases fractions of whole shares). Further, if the distribution consists
of stock issued by 2 bank which serves only a local or regional market,
the shareholders of the holding company would receive an investment
in which they may have little or no interest.

In those cases where it is not feasible to distribute stock, many bank
holding companies will be forced to sell the interests required to be
-divested. In these circumstances, the committee believes that an al-
ternative form of relief should be provided.s . . .

Accordingly, the bill provides two methods in which tax rekef
:may be obtained by individuals and corperations for divestitures made
by a bank holding company (pursuant to the Bank Holding Company
Act Amendments of 1970) of either bank or nonbank property;
namely, a “spinoff” method and an installment payment of tax method.

IITI. ExrraNaTION OF BILw

As indicated above, the bill provides two possible metheds in which
tax relief may be obtained by individuals and corporations for divesti-
tures made by a bank holding company of either bank or nonbank
property pursuant to the Bank Holding Company Act Amendments
of 1970.

First, the bill provides that a bank holding company may distribute
either the bank or nonbank assets to its own shareholders {or, in some
cases, security holders) without inclusion in income or recognition of
%ain by these stock (or security? holders. However, any loss realized

y a shareholder (or security holder) as a result of a distribution may
be recognized. This “spinoff” approach is generally the same as that
adopted with respect to divestitures under the bank holding company
legislation enacted in 1956 and 1966.

Second, the bill permits a bank holding company to sell its banking
or nonbanking assets in a taxable sale or exchange and to pay the in-
come tax incurred at the corporate level in installments over at least
a 10-year period with respect to sales or exchanges made under the
divleggg;ure requirements of the Bank Holding Company Amendments
o .

The methods of tax relief for divestitures permitted by the bill are
not intended, however, to be exclusive, As a result they do not limit
the availability of any tax relief for dispositions covered specifically
by other provisions of the code. For example, & bank h015ing com-
pany could make a required divestiture by means of a spinoff covered
at the shareholder level by section 355 of present law (distribution of

“In some cases, distribution of the stock of a4 subsidiary to th
ggl:glr;gt%m:é)rﬂge v;iclzl lﬂg{tﬂlzen ffnsil;lteegecause lttwould result in tgethgl\igg:g:}g:;y%e;ha
ndebtedness, or to
1t 1ssued for the original acquisition of the snbsldlnx"?.y dividenda on preferred stock whid

e7:
the Ea‘::}cd‘ftllglr:i lt:ztce tax rellef extended under pregent law to divestitures required under

) ompany Act, nonrecognition of galn or logs
Sg:dpvgllitge;es st:!cct tloo ,?tlex)'ta;:dexcceh;tm!zes retll‘ulred under Federal (gl;%t?:&:gg:sba%%:
., rtain exchan; t !
orders of the Securlties and Exchange Commlsslggs(::e.dllgs??“ﬂo“ made In obedience to
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-stock of a controlled corporation) if the specific requirements of that.
provision are otherwise fully satisfied.
Spinoff method

With respect to the spinoff approach, the bill generally adopts the
provisions contained in present law (secs. 1101-1103), which applied
to divestitures made pursuant to the 1956 and 1966 bank holding com-
pany legislation.

In general, a corporation coming within the terms of the bank
holding company legislation of 1970 1s given its choice of two alterna-
tive routes—to remain a bank holding company and divest its pro-
hibited nonbanking assets, or to dispose of its interest in banks and,
as a result, cease to be a bank holding company.

If a corporation decides to remain a bank holding company, subject
to supervision by the Federal Reserve Board, it must divest itself of
any “prohibited property” (that is, nonbank property). Under the
“spinoff” approach, nonbanking property (incfudlng stock) may be
distributed to a bank holding company’s shareholders without recog-
nition of gain by them on the distribution.

For this purpose, “prohibited property,” in general, means stock,
securities or other obligations, or other assets of nonbanking busi-
nesses to the extent the bank holding company is required to divest
itself of such assets, pursuant to the Bank Holding Company Act
Amendments of 1970. The term does not include cash, government
bonds or certain short term obligations.

The distribution of “prohibited property” may be made either di-
rectly to the shareholders of the corporation which is a bank holding
company (with or without a surrender by the shareholders of some of
their stock in the holding company) or may be transferred, together
with other nonbank property, to a wholly owned subsidiary created ex-

ressly for the purposes of receiving the prohibited property.” In the
latter situation, the stock of the subsidiary must be immediately dis-
tributed to the shareholders of the corporation which is a bank holding
company if the distribution is to qualify for nonrecognition of gain
to (or noninclusion in income of) the shareholders.

If a corporation which qualifies as a bank holding company decides
to cease to be a bank holding company (that is, if it wants to con-
tinue its nonbank activities), 1t must divest itself of its bank property.
Under the “spinoff” approach, it may distribute to its shareholg-
ers any bank stock or other property of a kind which causes it to
be a bank holding company, without the recognition of gain
to the distributee shareholders (if they exchange some of their stock
in the holding company) or without current inclusion in their income
(if they retain their stock in the holding company). As in the case
where a bank holding company divests its nonbanking property, as
indicated above, nonrecognition is available whether the bank stock or
other similar property is distributed directly to shareholders or
whether it is first transferred to a wholly owned subsidiary expressly

7In the case where a wholly owned subsidiary is created to recelve the prohibited prop-
erty, certain amounts of working capital may be transferred in addition to the prohibited
property. However, the nonrecognition provisions of this bill would not apply if the
subsidiary recelves a greater amount of working capital than 18 necessary under the
circamstances or If other evidence indicates the existence of a plan one of the prineipal
purposes of which 18 to distribute earnings and profits of a corporation.
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created for the purpose and the stock of the subsidiary is then imme-
diately distributed to the shareholders of the parent company.

The spinoff provisions will not apply to a distribution of prohlbltx
property if the bank holding company has made distributions of
property or has made an election under the installment payment pro-
vision with respect to the sale of bank property. Conversely, the spis-
off provisions will not apply with respect to distributions of hank
property if distributions of prohibited property have been made by
the bank holding company under the spinoff provisions, or if it has
made an election to pay the tax installments with respect to pro-
hibited property. .

Pro rgta%ist)r;'bution requirements—In general, distributions myst
be pro rata either with respect to all shareholders of the distributing
bank holding company or with respect to all holders of common
stock of the company. In the case of distributions to several classes
of shareholders, the determination of whether the distributions are
pro rata is to be made on the basis of the respective fair market values
of classes of stock. For this purpose, the respective fair market value
of the classes of stock may be determined as of a time reasonably
close to the date upon which distribution is made (e.g., two months
before the distribution is actually made) so the exchange ratio, if any,
may be specified in any prospectus required in connection with the
distribution.

Where the distribution is in exchange for stock (i.e., a redemption
of the bank holding company’s own stock), the pro rata requirement
will be satisfied if a good faith offer to distribute is made on a uniform
basis to all shareholders (including preferred shareholders) or to all
common shareholders of the holding company. The requirement of a
uniform offer means that the distri uting company cannot offer dif-
ferent types of property to different shareholders; rather, it must
offer the same types of property to 2ll of its shareholders or to all of
its common shareholders.

A limited exception is provided in the bill to permit non pro rata
distributions where the Federal Reserve Board requires it in order to
effectively separate banking and nonbanking businesses, e.g., if the
result of a pro rata distribution would be that the same small group
of shareholders would continue their respective interests in two cor-
porations rather than one. This exception applies only in the case of
a qualified bank holding corporation which does not have more than
10 individual shareholders (other than an estate) at any time during
the period beginning on J uly 7,1970, and ending after the final distri.
bution required under the Bank Holding Company Act is made.
Further, this exception is to apply only if the Board certifies that
pro rata distribution is not appropriate to effectuate the policies of
the Bank Holding Company Act and that a disproportionate distri-
bution is Tlecessary or appropriate to effectuate such policies. In this
case, the Board is to make such certification only after consultation
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. Where distributions of divestiture property (banking or nonbank-
ing property as the case may be) are made directly by a qualified bank
tholding corporation, the distributions may be pro rata with respect
to common shareholders without the surrender of shares of the dis-
-ributing company held by them. In the case where the divestiture
property is transferred to a wholly owned subsidiary and then the
stock of the subsidiary is distributed, the common stock of the subsidi-
-ary may be distributed to all shareholders or only to the common
shareholders of the distributing corporation without the surrender of
shares in the distributing corporation. In addition, preferred stock or
common stock in the subsidiary may be distributed in redemption of
the holding company’s own common and preferred stock (subject,
however, to the tender offer requirement under the pro rata rule in the
bill). In addition, if the exception to the pro rata requirements
applies, the holding company may distribute preferred or common
_stock or securities of the subsidiary in exchange for the holding com-
pany’s own securities.

.. Effect on shareholders—If shareholders of a bank holding company
do not recognize gain on a distribution of property to them in exchange
for stock or securities held by them in the holding company, the basis
of the property received by a shareholder is the same as the basis of
the stock or securities exchanged. If property is received by such share-
holders without an exchange of stock by them, the sharcholder is re-
quired to allocate his basis in the stock of the bank holding company
between such stock and the property distributed to him. Thus, the tax
which would have otherwise been incurred by a shareholder with re-
spect to a distribution is generally postponed until the shareholder dis-
poses of the stock or property which is received.

Use of appreciated property by corporation to redeem its stock.—
As a result of the Tax Reform Act of 1969, present law taxes any
gain to a corporation which distributes appreciated property in re-
-demption of its own stock (sec. 311(d)). However, a number of ex-
ceptions were provided to this rule at that time.® The bill adds another
additional exception providing that gain will not be recognized by a
corporation distributing appreciated stock of a pre-existing banking
or nonbanking subsidiary in redemption of its own stock.

This additional exception to section 311(d) is not to be available
for distributions of assets other than stock. Morever, the exception is to
be available only for distributions made directly by the holding com-
pany’ (under new sees. 1101(a) (1) or (b) (1)) and does not apply to
distributions of stock of any newly created subsidiary.’ This excep-
tion is not to apply where the distributee is a tax-exempt organization.

Other than this exception for the distribution of appreciated stock,
the usual provisions of the tax laws applying to the distributing com-

@ The rule does not apply to (1) a distribution in partial or complete liquidation of
a corporation, (2) a distribution of stock or securities in a divisive reorganization, (3)
certain complete redemptions of a 10-percent shareholder, (4) certaln distributions of
stock of a 50-percent coutrolled corporation; (5) certaln distributions of stock or securi-
tles pursuant to the terms of a judgment requiring divestitnre under the antitrust laws,
(6) certain distributions in redemption of stock to ﬂay death taxes, (7) certain distribu-
tions to a private foundation in redemption of stock. and (8). certain distributions by a
regulated investment company in redemption of its stock.

S If stock of a newly created subsidiary could be distributed under the protection of the
new exemption to sec. 311(d), the rule Timiting the exception to stock éistributions could
be circumvented by transferring business assets to a newly created subsidiary and then
distributing the stock of that subsidiary to the shareholders of the bank holding company.
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any. That is, gain generally is recognized to the distributing corpora-
{)ionyin the c:an,seg of d%stributions of LIFO inventory, in the case of dis-
tributions of property subject to a liability in excess of its adjusted
basis, and in the case of distributions of certain installment obligations
(secs. 311 and 453). Yn the case of distributions of property in kind, the
depreciation recapture provisions are to apply as under present law
(secs. 1245 and 1250). Further, the investment credit recapture pro-
visions are to apply as under present law with respect to dispositions
of depraciable tangible property (sec.47). -
Installment method

The second form of tax relief provided by the bill permits the tax-
payer to make installment payments of the tax attributable to a
divestiture accomplished by a sale or tazable exchange of bank or non-
bank property, as the case may be. Under the installment payment
provision, a bank holding company selling bank property or nonbank
property, after July 7, 1970, may elect to pay the tax attributable to
the sale in equal annual instaliments. The first installment is to be due
on the due date of the taxpayer’s return of taxes for the taxable year
in which the sale occurred. The installments are to be paid annually
thereafter with the last installment payable on the due date of the tax-
payer’s return in 1985, or, if later, on the corresponding date 10 years
after the due date for the year in which the sale occurred. If the tax-
payer makes more than one sale under the 1970 bank holding compan;
legislation, the tax attributable to each sale may be paid on an install-
ment hasis beginning in the year after each sale was made.

As indicated above, the bill provides for a minimum instaliment
period of 10 years. Thus, in the case of a sale in 1980, the installment
period would be available until 1990 (rather than 1985). However,
interest is not imposed upon the deferred tax in the case of install-
ments due through 1985, but is payable with respect to installment
pavments due after 1985.

The installment payment of tax is not to be available for a sale of
nonbank property if the bank holding company elects to apply the
provision to the sale of bank property or if the company has dis-
tributed bank property under the spinoff provisions. Conversely, the
installment payment of tax is not to apply with respect to a sale of
bank property if the bank holding company elects to pay the tax in
installments with respect to nonbank property or hag distributed non-
bank property under the spinoff provisions. If the bank holding com-
pany elects to report gain on a sale under the regular installment
method (section 453), it is not to be entitled also to elect for this sale
the special installment method provided here.

If the company elects to pay the tax in installments, the payments
are to be accelerated and the tax paid in full if (i) an installment is
not paid on or before its due rate: or (ii) the Federal Reserve Board
fails to make a certification, within the time prescribed that the com-
pany has disposed of all the property the disposition of which is neces-
sary to effectuate the policies of the Bank Holding Company Act or
that the company has ceased to be a bank holding company.

If the company elects to pay the tax in installments. the Secretary
of the Treasury or his delegate may, if he feels that it is necessary to
ensure pavment of the tax, require the company to furnish a bond.
The provision relating to bonds (sec. 6165) where the time to pay the
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tax has been extended, is to apply as though the Secretary is extendin

the time for the payment of tax. The running of the period o

limitations for the collection of the tax attributable to a sale is to
be suspended for the period during which there are any unpaid
installments.

Rules of General Applicability

The tax relief provided under the bill is available for divestitures
occurrin% from July 7, 1970, through December 31, 1980. In general, a
bank holding company must be qualified as such and the property
being divested must have been held as of July 7, 1970. This date 1s the
date upon which the Senate Banking and Currency Committee an-
nounced that it was reporting out a bill dealing with one-bank holding
companies. This restriction is considered necessary to preclude tax
relief for acquisitions made after it became clear that the separation
of banking and nonbanking businesses was to be required of the one-
bank holding companies.

Since the Bank Holding Company Act of 1970 requires all divesti-
tures to be made by December 31, 1980, the tax relief is made available
only for those divestitures which will have taken place by that date.

ualification of holding company.—Under the bill, a bank holding
company is treated as a “qualified bank holding corporation” only
if it was “controlling” a bank for purposes of the Bank Holding Com-
pany Act as of July 7, 1970, or is later determined to be a qualified
bank holding company because of (1) property acquired by it on or
before July %, 1970, or (2) property received after such date in a dis-
tribution from another qualified bank holding corporation, or (3)
stock of a subsidiary it acquired after that date if the subsidiary was
created for the purpose of receiving property required to be distrib-
uted by the company.

Generally, this definition includes a company which directly or indi-
rectly owned 25 per cent or more of the stock of a bank or another
bank holding company on July 7, 1970. In addition, the definition
includes a company subsequently determined to be a bank holding
company by the Federal Reserve Board because it exercises a “con-
trolling influence” over a bank if the determination was made on the
basis of the bank shares owned as of July 7, 1970, by the company.
Thus, in such a ease, the determination of the Federal Reserve Board
is to be given retroactive effect for purposes of the tax provisions. Of
course, the provisions of the bill relate solely to the treatment of a
company as a qualified bank holding corporation for tax purposes.
They do not relate in any respect to the effect. if any, of the Board’s
determination for purposes o? the Bank Holding Company Act, e.g.,
applicability of grandfather privileges under the Act.*®

The bill extends the tax relief provisions to distributions or sales by
a subdisiary of a bank holding company. These distributions or sales
would be subject to the same requirements applicable to the “parent”
holding company, e.g., the property must satisfy the cutoff date and

10 Generally, it 1s the position of the Federal Reserve Board that a determination relating
to the status of a company as a bank holding company will be retroactive only when the
company directly owned as much as 25 percent of a bank. A finding that a company is a
bank holding companv because of its “controlling influence” is not given retroactive effect.
{Federal Reserve Order of January 15, 1976, relating to Orwig & Oo., Inc., and Perpetual
COorp.-Pierce National Life Insurance Co., 1973 Federal Reserve Bulletin 218.) Tn most
cases, the prospective determination of status as a bank holding company results in the
denial of grandfather privileges under the Bank Holding Company Act.

S. Rept. 94-1192——2
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ederal Reserve Board must certify that divestiture is necessary:
tt)}ll'eagpropriate to effectuate the policies of the Act.!* For this purpose,
the term “subsidiary” has the same meaning as under the Bank Hold-
ing Company, Act l.e., generally, a subsidiary is a company in which
the holding company directly or indirectly owns 25 percent or more o
the voting stock. L. o Lo
Under the bill, a successor corporation in a type “F” reorganization
(mere change in identity or place of incorporation) is to be treated as
a qualified bank holding corporation if its predecessor satisfied the
qualification requirements. Lo . .
Lligibility of property~—The tax relief is, generally, available only
for distributions of property owned on July 7, 1970, by a qualified
bank holding corporation. This restriction is not generally to apply
to property acquired after that date if it is received in a distribution
by another bank holding corporation, or to the stock of a subsidiary.
which is created to receive the property required to be distributed by:
the holding company. .
In addition, the cutoff date is not generally to apply to certain.
other “substituted” property received by a bank holding company in
a nontaxable transaction. Thus, the cutoff date is not to apply to non-
taxable stock dividends received by the holding company, property
received in a liquidation of a subsidiary in which gain or loss was not
recognized, and property received in certain reorganizations to the
extent gain or loss was not recognized. The reorganizations within the
scope of the substituted property rules include mergers (a type “A”
reorganization),*? stock-for-stock exchanges (a type “B” reorganiza-.
tion), recapitalizations (a type “E” reorganization) and mere changes
in identity or place of incorporation (a type “F” reorganization).
I{.in any of these reorganizations, additional consideration is received
by the holding company which is required to be recognized under
present law (sec. 356), this additional property is not to be treated
as substituted property under the bill (although the additional con-
sideration will not prevent nonrecognition property received in the
same reorganization from being treated as substituted property for
purposes of this bill).
. The substituted property rules are to apply to property received
in the liquidation of a subsidiary only if the property could have been
distributed to shareholders without the recognition of income under
the provisions, e.g.. the property was held by the subsidiary on July 7,
1970. Property received in a merger or stock-for-stock exchange are to
qualify under the substituted property rules if it is received in ex-
change for property which satisfied the cutoff date and the substituted
property is also required to be divested. Also, there may be successive
transactions involving substituted property and the substituted prop-

MIn certain cases, a parent corporation may be treated as a bank holdi om.
canse its subsidiary owns stock in a bank. If the corporation owning the gﬁrﬁ( st%?ll(yl!h:
subsldlqry for purposes of tax law {generally the parent corporation owns 80 percent of
the voting stock). tax relief under the divestiture provisions is available because the sub-
sidiarv conld be’ liquidated into the parent corporation without the recognition of galn,
and then the parent corporation could distribute the bank stock to its shareholders without
recognition of Income by the shareholders. However, a company may be treated as a
subs;dmry of a hank holding company under the bank holding company provisions if the

tion is” treated as a subsidlary under the Bank Holding Company Act but not under the
owned by the subsidiarvy may not be distributed without .
v,

This would include mergers treated as a type “A” reorganization when using stock

of a controlling cornoration or a controllf m
B8 taS T Dy S oy ng merged corporation as described im section
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erty rules will be satisfied so long as the property acquired after July 7,
1970, can be traced back through successive tax-free transactions to
property held on that date.

_Under present law, one of the requirements for a tax-free reorga-
nization is that there be a continuity of interest on the part of those
persons who, directly or indirectly, were the owners of the enterprise

rior to the reorganization (Reg. § 1.368-1). The Internal Revenue

ervice has ruled that the continuity of interest requirements are
satisfied even though, at the time of the reorganization, a shareholder
was required by a court decree under the antitrust laws to dispose of
the stock by the end of a 7-year period (Rev. Rul. 66-23, 1966-1 C.B.
67). The committee understands that in some situations a bank holding
company which desires to continue to engage solely in nonbanking
activities may, before making a divestiture, transfer 1ts banking prop-
erties to another corporation in a nontaxable reorganization. If stock
received in the other corporation is promptly divested by the holding
eompany, the prior transaction might not qualify as a tax-free reorga-
nization on continuity of interest grounds because of the divestiture re-
quirements. Solely in order to facilitate divestitures under the tax
provisions of the bill, the committee intends that the tax status of a
reorganization in these circumstances should not be adversely affected
by the divestiture requirements under the Bank Holding Company Act
where a bank holding company disposes of shares received in the
reorganization shortly after the reorganization occurs.

Five-percent ownership rule.—Regulations promulgated under pres-
ent law (sec. 1101), provides that, to the extent that the distribution
made by the bank holding company represents a 5 percent (or less)
interest in the stock of a company, nonrecognition treatment is not
available. This position is based upon the fact that the bank holding
company legislation exempts from the divestiture requirement an in-
terest in a company which does not include more than five percent of
the outstanding shares of the company. Your committee believes that
a bank holding company making a distribution of either bank prop-
erty or nonbanking property, under the divestiture requirements of
bank holding company legislation, should be eligible for tax relief
under the bill on the entire amount. Consequently, the bill provides
tha the term “prohibited property” also includes shares of any com-
pany which a bank holding company may retain under the Bank
Holding Company Act (sec. 4(c)(6)) if shares of a company are
owned in excess of 5 percent and treated as property subject to the
divestiture requirements of the Act.

“@randfather” property.—The bill provides that the determination
of whether property is eligible for tax relief under the bill is to be
made without regard to the grandfather proviso of sec. 4(a) (2), of
the Bank Holding Company Act, ie., property held before June 30,
1968. Thus, even though property may be retained because it repre-
sents pre-June 30, 1968 activities which are not generally subject to the
divestiture requirements), it may be eligible for tax relief if the Board
certifies that, without regard to the grandfather privileges, the dis-
tribution is necessary or appropriate to effectuate the purposes of the
bank holding company legislapion. However, the tax relief is to be
available only if the company irrevocably elects to forego the exemp-
tion from the divestiture requirements as to all property to which tl‘;e

exemption applies.
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Certain family owned companies—The Bank Holding Company
Act of 1956 (sec. 4(c)(ii)) provides an exception to the divesti-
ture requirements for a company covered by the 1970 amendments if
more than 85 percent of the voting stock was collectively owned on
June 30, 1968, and continuously thereafter, by members of the same
family (or their spouses) who are lineal descendants of common
ancestors. The bill extends the tax relief provisions to cover a com-
pany coming within this exemption if the company elects to waive
the application of the exemption and dispose of either all of its bank
property or all of its nonbanking property. In other respects, the
requirements for obtaining the tax relief are to be the same as for any
other bank holding company, e.g., the property must be held by the
bank holding company on July 7, 1970 and the Federal Reserve Board
must certify that the disposition is an appropriate reflection of the
general divestiture requirements of the Bank Holding Company Act.

Certification by Federal Reserve Board—Under the bill, the Fed-
eral Reserve Board is required to make both an initial certification
before any distribution or sale by a bank holding company and a final
certification that the required distribution or sale has been made. Ini-
tially, the Board must certify that the distribution or sale is necessary
or appropriate to effectuate the policies of the bank holding company
legislation. In addition, the Board must issue a final certification,
betfore the close of the calendar year following the calendar year in
which the last distribution or sale occurred, to the effect that the
corporation has disposed of all the property which is necessary or
Act. In the case of divestitures of bank property, nonrecognition treat-
ment is not to apply unless the Board certifies, before the close of the
calendar year following the calendar year in which the last distribu-
tlon occurred, that the corporation has ceased to be a bank holding
company.

The periods of limitation (provided in sec. 6501) are not to expire
with respect to a deficiency resulting from a distribution made under
the spinoff provisions until five years after the corporation notifies the
Secretary that the final certification (referred to above) has been
made or that the final certification will not be made.

Special successor corporation rules—The bill contains a special suc-
cessor corporation rule to deal with a situation brought to the com-
mittee’s attention. In this case, a company became a bank holding
company in 1974 through certain tax-free transactions in which it
succeeded * to the controlling interests in banks and nonbanking assets
owned hy another corporation, which is a trusted affiliate. In connec-
tion with these tax-free transactions, a predecessor corporation, which
would have been treated as a qualified bank holding corporation be-
cause it satisfied the general cutoff date of July 7, 1970, was merged
mto a newly chartered bank corporation. ’ ’
thThe effect of this special rule is to treat the corporations involved in

e tax-free transactions occurring after July 7, 1970 and before Au-
gust 1. 1974 and any subsidiaries * of these corporations as satisfying
the general cutoff date of July 7, 1970. In addition, the shares of the
trusteed corporation (which are held for the benefit of the new control-
ling corporation as a result of the tax-free transactions) are to be

¥ By a triangular -
th(‘e‘ %redegﬁ;snrgcuornoll:gg:f and transfers of beneficlal interests by the shareholders of
or S purpose, the term “subsidiary” means a sub: idl
of the Bank Holding Company Act, i.e., a compan: S hien e thin fhe meaning
directly or indirectly owns 25 percent or more of t%e gotlyng‘gto?lgich the holding company
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treated as property acquired in substitution for property which satis-
fied the cutoff date. The special rule would not apply to property ac-
quired after the date on which the tax-free transactions occurred un-
less the general substituted property rules described above apply.

Effective Dates

The “spinoff” amendments made by the bill are to be effective with
respect to distributions after July 7, 1970. The bill, however, is to take
effect on October 1, 1977. The effective date of the bill is postponed
until October 1, 1977, so that there will be no revenue loss until fiscal
year 19781

In the case of distributions occurring before enactment of the bill,
the period of limitations for refunds or credits is extended for one year
following the October 1,1977.

The provision relating to nonrecognition of gain by a corporation
using appreciated property to redeem its stock is to apply to distribu-
tions made after December 31, 1975. However, the bill also provides
that this provision is not to take effect until October 1, 1977.

The installment payment of tax provision is to apply to sales made
after July 7. 1970. The bill, however, is not effective until Qctober 1,
1977. As in the case of the spinoff approach, the postponement of the
effective date of the bill is provided so that there will be no revenue
loss until fiscal year 1978,

In the case of any sale which takes place on or before 90 days after
the date of enactment, a certification by the Federal Reserve Board is
to b~ treated as made before the sale if application for the certification
is made within 90 days after the date of enactment.

In the case of a sale occurring before enactment of the bill, refunds
or credits are to be available for the portion of the tax attributable to
the sale not yet due on October 1, 1977 under the installment payment
provision. Under the bill, no refund may be made or credit allowed
under the provision before October 1, 1977.

Any refund due under this provision may be used by the Internal
Revenue Service as an offset to any outstanding deficiencies as pro-
vided under present law (sec. 6402). In the case of refunds attrib-
utahle to sales, in two or more taxable years the refunds attributable
to the sales are to be used in the order of time as offsets to the de-
ficiencies arising in the order of time and in the manner provided under
present law where the taxpayer does not specify the liability being
satisfied (first as to interest, second as to penalties, and third as to
tax Habilities).

In the case of an overpayment arising from the installment provi-
sions interest to the taxpayer is to be allowed for only for periods
6 months or more after the later of the date of enactment, the date
on which application for refund is filed, or the due date for filing the
income tax return for the taxable year in which the sale occurs.

15 In the case of any distribution which takes place on or before 90 days after the date
of the enactment of this bjll, the requirement that the Federal Reserve Board certify that
the distribution is necessary or appropriate to effectnate the purposes of the Bank Hold-
ing Company Act is to be treated as made hefore the distribution if an appléc#lon for
certification is made before the close of the 90th day after the date of enactment. The final
certification (reguired by section 1101(e)) is to be treated as made before the cloge of the
calendar year following the calendar year {n which the last distribntion occarred if appll-
cation for that certification is also made before the close of the 80th day after the date

of enactment.
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IV. Costs oF Carrving Qur THE Birr anp Vot oF THE CoMMITTEE
ixn Reportine H.R. 11997
Revenue cost ) ‘
In compliance with section 252(a) of the Legislative Reorganiza-
tion Act of 1970, the following statement is made relative to the costs
incurred in carrying out H.R. 11997. The bill would become effective
on October 1, 1977, so that there would be no revenue effect for fiscal
year 1977. Thereafter, the revenue loss is estimated to be approxi-
mately $50 million in fiscal year 1978, $25 million in fiscal year 1979,
450 million in fiscal year 1980, and $60 million in fiscal year 1981. Of
this amount, $125 million would be returned to the Treasury durmg the
period 1981 through 1990 as installment payments are made with re-
spect to the taxes deferred under the installment payment method.
In accordance with seetion 403 of the Congressional Budget Act of
1974. the Director of the Congressional Budget Office has not made
an estimate or comparison of the estimates of the cost of FL.R. 11997,
but has examined the committee’s estimates and agrees with the meth-
ods and the dollar estimates resulting therefrom.
Vote of the committee
- In compliance with section 133 of the Legislative Reorganization
Act of 1946, the following statement is made relative to the vote by
the committee on the motion to report the bill. H.R. 11997 was ordered
reported by a voice vote.

V. Crances 1y Existixe Law

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italics, existing
law in which no change is proposed is shown in roman) :

InTERNAL REVENUE CoODE OF 1954

* * * - *® * b d

Subtitle A—Income Taxes

» * * * * * *
CHAPTER 1—-NORMAL TAXES AND SURTAXES
* * * * * * *

Subchapter C—Corporate Distributions and

Adjustments
* * * * ] ® L ]
PART I—DISTRIBUTIONS BY CORPORATIONS
* * * * * * *

Subpart B—Effects on Corporation

* * * * * * *
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SEC. 311. TAXABILITY OF CORPORATION ON DISTRIBUTION.

(a) GENERAL RuLe—Except 2s provided in subsections (b), (c),
and (d) of this section and section 453 (d), no gain or loss shall be
recognized to a corporation on the distribution, with respect to its

stock, of—

(1) itsstock (or rights to acquire its stock), or
(2) property.
(b) LIFO INVENTORY.—

(1) RecoeNiTioN oF ealN.—If a corporation inventorying
goods under the method provided in section 472 (relating to
last-in, first-out inventories) distributes inventory assets (as de-
fined in paragraph (2) (A} ), then the amount (if any) by which—

A) the inventory amount (as defined 1n paragraph
(2) (B)) of such assets under a method authorized by section
471 (relating to general rule for inventories), exceeds
(B) the inventory amount of such assets under the method
provided in section 472,
shall be treated as gain to the corporation recognized from the
sale of such inventory assets.

(2) Derinrrions.—For purposes of paragraph (1)—

(A) Inventory assETs.—The term “inventory assets”
means stock in trade of the corporation, or other property of
a kind which would properly be included in the inventory of
the corporation if on hand at the close of the taxable year.

(B) InvEnTORY AMOUNT.~—The term “inventory amount”
means in the case of inventory assets distributed during a tax-
able year, the amount of such inventory assets determined as
if the taxable year closed at the time of such distribution.

(3) METHOD OF DETERMINING INVENTORY AMOUNT.—For pur-
poses of this subsection, the inventory amount of assets under a
method authorized by section 471 shall be determined—

)} if the corporation uses the retail method of valuing
inventories under section 412, by using such method, or

(B) if subparagraph (A) does not apply by using cost or
market, whichever is lower.

(¢) Liasiurry 1N Excess or Basis.—If—

(1) a corporation distributes property to a shareholder with
respect to its stock,

(2) such property is subject to a liability, or the shareholder
assumes a liability of the corporation in connection with the dis-
tribution, and

(3) the amount of such liability exceeds the adjusted basis
(in the hands of the distributing corporation) of such property,

then gain shall be recognized to the distributing corporation in an
amount equal to such excess as if the property distributed had been

sold at the time of the distribution. In the case of a distribution of

property subject to a liability which is not assumed by the shareholder,
the amount of gain to be recognized under the preceding sentence shall
not exceed the excess, if any, of the fair market value of such property

over its adjusted basis.

(d) ArpreciaTtep PropErTY Usep To Reprem Stock.—
(1) In GengraL—If—
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(A) a corporation distributes property (other than an
obligation of such corporation) to a shareholder in a redemp-
tion (to which subpart A applies) of part or all of his stock
in such corporation, and

(B) the fair market value of such property exceeds its
adjusted basis (in the hands of the distributing corporation),

then again® shall be recognized to the distributing corporation in
an amount equal to such excess as if the property distributed had
been sold at the time of the distribution. Subsectiong (b) and (c) shall
not apply to any distribution to which this subsection applies.
(2) ExCEPTIONS AND LIMITATIONS.—Paragraph (1) shall not
apply to—

PPy (A) a distribution in complete redemption of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution, owns at least
10 percent in value of the outstanding stock of the distribut-
ing corporation, but only if the redemption qualifies under
section 302(b) (3) (determined without the application of
section 302(c) (2) (A) (i1));

(B) a distribution of stock or an obligation of a corpora-
tion—

i) which is engaged in at least one trade or business,
i1) which has not received property constituting a
substantial part of its assets from the distributing cor-
poration, in a transaction to which section 351 applied or
as a contribution to capital, within the 5-year period end-
ing on the date of the distribution, and
(iii) at least 50 percent in value of the outstanding
stock of which is owned by the distributing corporation
at any time within the 9-year period ending one year
before the date of the distribution;

(C) a distribution before December 1, 1974, of stock of a
corporation substantially all of the assets of which the dis-
tributing corporation (or a corporation which is a member
of the same affiliated group (as defined in section 1504(a))
as the distributing corporation) held on November 30, 1969
if tgucil assegs c;n:isti}tlute ahtrade or business which has been
actively conducted throughout th - i i
the dte of he distribution; - Oneyear period ending on

a distribution of stock or securities pursuant to the
terms of a ﬁx}al ]udgment_ rendered by a courl:pwith respect to
the distributing corporation in a court proceedin, é’ thy
Sherman Act (26 Stat. 209; 15 U.S.C 1-7) or glm(l}ler n
Aot (38 Stat. 130; 15 US.C. 12-97), or both, to which the

nited States is a party, but only if the distribution of such
stock or securities in redemption of the distributi
tion’s stock is in furtherance of the purposes of thm'g (clorpor:..
]atgfg) ta t‘ilisiri'll))uttion to the extent that section %(])g(f;n ?ll'e-?

o distributions in redempti
taxes) applies to such distributiorlx) ?wn of stock to pay death

—_—
1 Probably should be “a gain”,
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(F) a distribution to a private foundation in redemption
of stock which is described in section 537(b)(2) (A) and

@) fndd o
G) a distribution by a corporation to which part I of
subchapter M (relating to regulated investment companiesﬂ
applies, if such distribution is in redemption of its stocl
upon the demand of the shareholder [.J ; and

(H) a distribution of stock to a distributee which is not
an organization exempt from tax under section 501(a), if
with respect to such distributee, subsection (a) (1) or (b) (1)
of section 1101 (relating to distributions pursuant to Bank
Holding Company Act) applies to such distribution.

* * * * *® * *

Subchapter O—Gain or Loss on Disposition of Property

Part I. Determination of amount of and recognition of gain or loss.

Part  II. Basis rules of general application.

Part III. Common nontaxable exchanges.

Part IV. Special rules.

Part V. Changes to effectuate F.C.C. policy.

Part VI, Exchanges in obedience to 8.E.C. orders.

Part VIL. Wash sales of stock or securities.

Part VIIL Distributions pursuant to Bank Holding Company Act [of 1956].
Part IX. Distributions pursuant to orders enforcing the antitrust laws.

PART VIII—DISTRIBUTIONS PURSUANT TO BANK
HOLDING COMPANY ACT [OF 1956]

See. 1101. Distributions pursuant to Bank Holding Company Act Lof 19561
Sec. 1102. Special rules.
Sec. 1103. Definitions.

SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY
ACT [OF 1956].

(a) DistriBUTIONS OF CERTAIN NoN-Ban®EING PROPERTY.—
(1) DISTRIBUTIONS OF PROIIIBITED PROPERTY.—If—

(A) a qualified bank holding corporation distributes pro-
hibited property (other than stock received in an exchange to
which subsection (c) (2) applies)—

(i) to a shareholder (with respect to its stock held by
such shareholder(, without the surrender by such share-
holder of stock in such corporation [; or], or

(ii) to a shareholder, in exchange for its preferred
stock [; or], or

(iii) to a security holder, in exchange for its securities
L; and], o .

(B) the Board has, before the distribution, certified that
the distribution of such prohibited pro%grty 1S necessary or
appropriate to effectuate section 4 of the Bank Holding Com-
pany Act [of 19561, .

then no gain to the shareholder or security holder from the re-
ceipt of such property shall be recognized.

S. Rept. 94-1192——3
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(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-
CHANGE TO WHICH SUBSECTION (C) (2) APPLIES-;-—If.— .

(A) a qualified bank holding corporation distributes—

(i) common stock received in an exchange to which
subsection (c)(2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation
[;or], or

(ii) commeon stock received in an exchange to which
subsection (c) (2) applies to a shareholder, in exchange
for its common stock [; or], or

(iii) preferred stock or common stock received in an
exchange to which subsection (c)(2) applies to a share-
holder, 1n exchange for its preferred stock [; or], or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c)(2) applies to a
security holder in exchange for its securities [; and], end

(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

[(3) Nox rro rata pISTRIBUTIONS.—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is pro
rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.]

(3) Pro RATA AND OTHER REQUIREMENTS.—

. (4) In oenerar—Paragraphs (1) and (2) of this subsec-
tion, or paragraphs (1) and (2) of subsection (b), as the
case may be, shall apply to any distribution to the share-
holders of a qualified bank holding corporation only if each
dwtmbv(ttwn—

2) which is made by such corporation to its share-
zf%mt }gtlegr Jqfily 7,k]979, ar”ufd onpor before thegd(it: oe;n

oard makes its ) 1 -

sec(tz'o)n o) o final certification under sub

%) to which such paragraph (1) or ] -
termined without regardgto pthi.g ;am;f;ptzpplws (de
meets the requirements of subparagraph (B) 4 )’ or (D)

(B) Pro rATA REQUIREMENTS.—A distribuéion 7;1,ee/3 the.
requirements of this subparagraph if the distribution is pro
rata with respect to all shareholders of the distributing quali-
fied bank holding corporation or with respect to all share-
holders of common stock of such corporation.

(C) Repruprions WuEN UNIFORM OFFER 15 MADE —A distri-
Zytw% meets t_he requirements of this aubparag;‘aph zf the
ﬁ:‘iitrli ution is in exchange for stock of the distributing quali-

ank holding corporation and such distribution i3 pur
szumthto a good faith offer made on a uniform basis tgm ali
shareholders of the distributing qualified bank holding cor-
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poration or to all shareholders of common stock of such
corporation.

(D) Now-Pro RATA DISTRIBUTIONS FROM CERTAIN CLOSELY-
HELD CORPORATIONS.—A distribution meets the requirements
;fe‘;hw subparagraph if such distribution is made by a quali-

bank holding corporation which does not have more
then 10 shareholders (within the meaning of section 1371
(@) (1)) and does not have as a shareholder o person (other
than an estate) which is not an individual, and if the Board
(after consultation with the Secretary or his delegate) cer-
tifies that—

(¢) a distribution which meets the requirements of
subparagraph (B) or (C) is not appropriate to effectuate
section 4, or the policies of the Bank Holding Company
Act, and

(1) the distribution being made is necessary or ap-
gropn'ate to effectuate section 4 or the policies of such

ct.

(4) Exceprion.—This subsection shall not apply to any distri-
bution by a corporation [which] if such corporation, a corpora-
tion having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection
(b) or has made an election under section 6158 with respect to
bank property (as defined in section 6158(f) (3)).

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of g distribution to which paragraph (1) or (2) applies[.]
but which— ’ )

A) results in a gift, see section 2501[,] and following, or
B) has the effect of the payment of compensation, see
section 61 (a) (1)].
(b) CorporarioNn CEasiNg To Be s Bank Howpine Company.—

(1) DISTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION TO
BE A BANK HOLDING COMPANY.—If— . o

(A) a qualified bank holding corporation distributes prop-
erty (other than stock received in an exchange to which
subsection (c) (3) applies)— .

(i) to a shareholder (with respect to its stock held by
such shareholder, without the surrender by such share-
holder of stock in such corporation[; or}, or

(ii) to a shareholder, in exchange for its preferred
stock [; or,or . . .

(iii) to a security holder, in exchange for its securities
; an
(B[), the Board has, before the distribution, certified that—

(i) such property is all or part of the propertti by rea-
son of whicg such corporation controls (within the mean-
ing of section 2(2) of the Bank Holding Company Act
[of 1956]) 2 bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was distrib-
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uted under this subsection or exchanged under subsec-
tion (c) (3) [; and], and .
(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act,
then no gain to the shareholder or security holder from the
receipt of such property shall be recognized.
(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-
CHANGE TO WHICH SUBSECTION (C) (3) APPLIES,—If—
(A) a qualified bank holding corporation distributes—

(1) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation

;or], or
L (ii:)l common stock received in an exchange to which
subsection (c) (3) applies to a shareholder, In exchange
for its common stock [ ; or] , or ‘

(ii1) preferred stock or common stock received in an
exchange to which subsection (c) (3) applies to a share-
holder, 1n exchange for its preferred stock [; or} , or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c)(3) applies to a
security holder, in exchange for its securities [; and]

@

(B) any preferred stock received has substantially the same

terms as the preferred stock exchanged, and any securities

received have substantially the same terms as the securities

exchanged,

then, except as provided in subsection (f), no gain to the share-

holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

[(3) Nox Pro RaTa pisTRIBUTIONS.—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.}

(3) Pro RATA aND OTHER REQUIREMENTS—-For pro rata and
other requirements, see subsection (a) (3).

(4) Exceprion.—This subsection shall not apply to any dis-
tribution by a corporation [which] if such corporation, a corpo-
ration having control of such corporation, or o subsidiary of such
corporation has made any distribution pursuant to subsection (a)
or has made an election under section 6158 with respect to pro-
hibited property.

(5) DIS’I"RIB_UTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1) or (2) applies [.J
but Whl(i}&l_ )

) results in a gift, see section 25013 and following, or
(B) has the effect of the payment of compensation,g see
section 61[(a) (1)].
(¢) ProrerTY AcQuUIRED AFTER [MaY 15, 19557 July 7, 1970.—

(1) Ix eevurar.—Except as provided in paragraphs (2) and
(3), subsection (a) or (b) shall not apply to—

(A) any property acquired by the distributing corporation
after [May 15, 19553 July 7, 1970, unless (i) gain to such
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corporation with respect to the receipt of such property was
not recognized by reason of subsection (&) or (b), or (ii)
such property was received by it in exchange for all of its
stock in an exchange to which paraﬁraph (2) or (3) applies,
or (iii) such property was acquired by the distributing corpo-
ration in a transaction in which gain was not recognized under
section 305(a) or section 332, or under section 354 or 356
(but only with respect to property permitted by section 364
or 356 to be received without the recognition of gain or loss';
with respect to a reorganization described in section [368 (a
(1) (E)]368(e) (1) (A), (B), (E),or (F),or

(B) any property which was acquired by the dlstnbut;gg
corporation in a distribution with respect to stock acqui
by such corporation after [May 15, 1955] July 7, 1970, unless
such stock was acquired by such corporation (1) in a distribu-
tion (with respect to stock held by it on [May 15, 1955}
July 7, 1970, or with respect to stock in respect of which all
previous applications of this clause are satisfied) with respect
to which gain to it was not recognized by reason of subsection
(a) or (b), or (ii) in exchange for all of its stock in an ex-
change to which paragraph (2) or (3) apples, or (iii) in a
transaction in which gain was not recognized under section
305 (a) or section 332, or under section 354 or 356 (but only
with respect to property permitted by section 354 or 356 to be
received without the recognition of gain or loss) with respect
to a reorganization described in section [368(a)(1)(E)]
368(a) (1) (4), (B), (E),or (W),or

(C) any property acquired by the distributing corpora-
tion in a transaction in which gain was not recognized under
section 332, unless such property was acquired from a cor-
poration which, if it had been a qualified bank holding corpo-
ration, could have distributed such property under subsection
(a) (1) or (b) (DLJ,0r S

(D) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under sec-
tion 354 or 366 with respect to a reorganization described in
section 368(a) (1) (A) or (B), unless such property was ac-
quired by the distributing corporation in exchange for prop-
erty which the distributing corporation could hawe distrib-
uted under subsection (@) (1) or (b) (1).

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY. —I[f—

(A) any qualified bank holding corporation exchanges (i)
property, which. under subsection (2) (1), such corporation
could distribute directly to its shareholders or security hold-
ers without the recognition of gain to such shareholders or
security holders, and other property (except property de-
scribed in subsection (b) (1) (B) (1)), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such [property ;] property,

(B) immediately after the exchange, the qualified bank
holding corporation distribtues all of such stock in a manner
prescribed in subsection (a) (2) (A) [; and], end



22

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (a) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that the exchange
and distribution are necessary or appropriate to effectuate
section 4 of the Bank Holding Company Act [of 1956],

then paragraph (1) shall not apply with respect to such
distribution.
(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—If— .

(A) any qualified bank holding corporation exchanges (i)
property which, under subsection (b) (1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or secu-
rity holders, and other property (except prohibited prop-
erty), for (ii) all of the stock of a second corporation created
and availed of solely for the purpose of receiving such [prop-
erty ;] property, .

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (b) (2) (A) [; and], and

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (b) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that—

(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Company
Act [of 1956]) a bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was dis-
tributed under subsection (b)(1) or exchanged under
this paragraph [[; and] , and

(i1) the exchange and distribution are necessary or ap-
propriate to effectuate the policies of such Act,

:hen paragraph (1) shall not apply with respect to such distribu-
ion.
(d) Distrieurions To Avorn FrperaL Income Tax.—

. (1) Promerrep PROPERTY.—Subsection (? shall not apply toa
distribution if, in connection with such istribution, the dis-
tributing corporation retains, or transfers after [May 15, 19553
July 7, 1970, to any corporation, property (other than prohibited
property) as part of a plan one of the principal purposes of which
1s the distribution of the earnings and profits of any corporation.

_(2) Bawkine prorurty.—Subsection (b) shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains. or transfers after [May ,15, 19553
July 7, 1970, to any corporation, property (other than property
described in subsection b) (1) (B) (i)‘f as part of a plan one of
the principal purposes of which is the distri ution of the earnings
and profits of any corporation,
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[ (3) CERTAIN CONTRIBUTIONS To cAPITAL~—In the case of a dis-
tribution a portion of which is attributable to a transfer whichisa
contribution to the capital of a corporation, made after May 15,
1955, and prior to the date of the enactment of this part, if
subsection (a) or (b) would apply to such distribution but for the
fact that, under paragraph (1) or (2) (as the case may be) of
this subsection, such contribution to capital is part of a plan one of
the f{n‘incipal purpose of which is to distribute the earnings and
profits of any corporation, then, notwithstanding paragraph (1)

or (2), subsection (a) or (b) (as the case may be) shall apply to

that portion of such distribution not attributable to such contri-
bution to capital, and shall not apply to that portion of such dis-
tribution attributable to such contribution to capital.}

{e) FINaL CERTIFICATION.—

[(1) For suBsecTION (2).—Subsection (a) shall not apply with
respect to any distribution by a corporation unless the Board
certifies that, before the expiration of the period permitted under
section 4(a) of the Bank Holding Company Act of 1956 (includ-
ing any extensions thereof granted to such corporation under such
section 4(a)), the corporation has disposed of all the property
the disposition of which is necessary or appropriate to effectuate
section 4 of such Act (or would have been so necessary or appro-
priate if the corporation had continued to be a bank holding
company).

[(2) For sumsecTioN (b).—

L(A) Subsection (b) shall not apply with respect to any
distribution by any corporation unless the Board certifies
that, before the expiration of the period specified in sub-
paragraph (B), the corporation has ceased to be a bank hold-
ing company.

[(B) The period referred to in subparagraph (A) is the
period which expires 2 years after the date of the enactment
of this part or 2 years after the date on which the corpora-
tion becomes a bank holding company, whichever date is later.
The Board is authorized, on application by any corporation,
to extend such period from time to time with respect to such
corporation for not more than one year at a time if, in its
judgment, such an extension would not be detrimental to the
public interest; except that such period may not in any case
be extended beyond the date 5 years after the date of the
enactment of this part or 5 years after the date on which
the corporation becomes a bank holding company, whichever
date is later.]

(1) For sussecrion (a).—Subsection (a) shall not apply with
respect to any distribution by a corporation unless the Board
certifies, before the close of the calendar year following the cal-
endar year in which the last distribution occurred, that the cor-
poration has (before the expiration of the period prohibited
property is permitted under the Bank Holding Company Act to
be held by a bank holding company) disposed of all of the prop-
erty the disposition of which is necessary or appropriate to
effectuate section 4 of the Bank Holding Company Act.
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(2) For sussectiov () —Subsection (b) shall not apply with
respect to any distribution by a corporation unless the Board certi-
fies, before the close of the calendar year followm)qwthe calendar
year in which the last distribution occurred, that the corporation
has (before the ewpiration of the period prohibited propergy 3
permitted under the Bank Holding Company Act to be held by
a bank holding company) ceased to be a bank holding company.

(f) CerTAIN EXCHANGES OF Securrries.—In the case of an exchap%e
deseribed in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv),
subsection (a) or subsection (b) (as the case may be) shall apply only
to the extent, that the principal amount of the securities received does
not exceed the principal amount of the securities exchanged.

SEC.1102. SPECIAL RULES.

(a) Basis oF PROPERTY ACQUIRED IN Distrisurions.—If, by reason
of section 1101, gain is not recognized with respect to the receipt of
any property, then, under regulations prescribed by the Secretary or
his delegate— .

(1) if the property is received by a shareholder with respect to
stock[[,] without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall, in the distributee’s hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock; or], or

[(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by—

L[(A) the amount of the property received which was
treated as a dividend, and

L[(B) the amount of gain to the taxpayer recognized on the
property received (not including any portion of such gain
which was treated as a dividend%

(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
tnereased by the amount of gain to the taxpayer recognized on the
gn'operty received.

(b) Pertons or Limrratron.—The periods of limitation provided in
section 6501 (relating to limitations on assessment and collection) shall
not expire, with respect to any deficiency (including interest and ad-
ditions to the tax) resulting solely from the receipt of property by
shareholders in a distribution which is certified by the Board under
subseetion (a), (b), or (c) of section 1101, until 5 years after the
distributing corporation notifies the Secretary or his delegate (in such
manner and with such accompanying information as the Secretary or
his delegate may by regulations [prescribe) that the period (includ-
ing: extensions thereof) prescribed in section 4(a) of the Bank Hold-
ing Company Act of 1956, or section 1101(e) (2) (B), whichever is
apphca(l}l;a, I;Las e)}zlpxred :l] prescribe)—

that the final certification requsr 7 -
o) et beﬁn ab cert Z’I; ¢ required by subsection (e) of sec
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(2) that such final certification will not be made;
and such assessment may be made not withstanding any provision of
law or rule of law which would otherwise prevent such assessment.

(¢) AvrrocarionN oF EARNINGS AND PROFITS.—

(1) DISTIRIBCTION OF STOCK IN A CONTROLLED CORPORATION.—In
the case of a distribution by a qualified bank holding corporation
under section 1101 (a.f (1) or (b)(1) of stock in a controlled
corporation, proper allocation with respect to the earnings and
profits of the distributing corporation and the controlled corpo-
ration shall be made under regulations prescribed by the Secre-
tary or his delegate.

(2) EXCHANGES DESCRIBED IN SECTION 1101 (C) (2) OR (3).—In
the case of any exchange described in section 1101(c) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation receiv-
ing such property shall be made under regulations prescribed by
the Secretary or his delegate.

(3) DEFINITION OF CONTROLLED CORPORATION.—For purposes of
paragraph (1), the term “controlled corporation” means a corpo-
ration with respect to which at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote and at
least 80 percent of the total number of shares of all other classes
of stock is owned by the distributing qualified bank holding
corporation.

(d) IteEMizaTiON OF PROPERTY.—In any certification under this part,
the Board shall make such specification and itemization of property as
may be necessary to carry out the provisions of this part.

[(e) Cerrain Bank Howpine Companirs.—This part shall apply
in respect of any company which becomes a bank holding company as
a result of the enactment of the Act entitled “An Act to amend the
Bank.Holding Company Act of 1956”, approved July 1, 1966 (Public
Law 89-485), with the following modifications:

[(1) Subsections (a) (3) and (b) (3) of section 1101 shall not

apply.

L (2) Subsections (a) (1) and (2) and (b) (1) and (2) of sec-
tion 1101 shall apply in respect of distributions to shareholders of
the distributing gank holding corporation only if all distribu-
tions to each class of shareholders which are made—

[(A) after April 12,1965,and

[(B) on or before the date on which the Board of Gov-
ernors of the Federal Reserve System makes its final certifica-
tion under section 1101 (e),

are pro rata. For purposes of the preceding sentence, any redemp-

tion of stock made in whole or in part with property other than

money shall be treated as a distribution.

L[(8) In applying subsections (c) and (d) of section 1101 and
subsection (b) of section 1103, the date “April 12, 1965” shall be
substituted for the date “May 15,1955,

[(4) Inapplying subsection (d) (8) of section 1101, the date of
the enactment of this subsection shall be treated as being the date
of the enactment of this )lagrt. .

!:(5) In applying subsection (b)(2)(A) of section 1103, the
reference to the Bank Holding Company Act of 1956 shall be
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treated as referring to such Act as amended by Public Law &9~

4853
SEC. 1103. DEFINITIONS.

(a) Bavg Howpine Company.—For purposes of this part, the
term “bank holding company” has the meaning assigned to such term
by section 2 of the Bank Holding Company Act of 1956.]

(@) Bavx Horping Courany; Bang Horping Courany Acr.—For
purposes of this part— .

1) Bank mgorpivg courany.—The term “bank holding com-
pany” means— o . .

(4) a bank holding company within the meaning of section
2(a) of the Bank Holding Company Act, or .

(B) a bank holding company subsidiary within the mean-
ing of section 2(d) of such Act.

(2) Bawk moroivg coupany acr.—The term “Bank Holding
Company Act” means the Bank Holding Company Act of 1956, as
amended through December 31, 1970 (12 U.S.C. 1841 et seq.).

(b) Quarirmep Bank Howping CORPORATION.—

(1) I~ cevErar.—Except as provided in paragraph (2), for
purposes of this part of the term “qualified bank holding corpora-
tion” means any corporation (as defined in section 7701 (a)(3))
which is a bank holding company and which holds prohibited
property acquired by it—

(A) on or before [May 15, 19557 July 7, 1970,

(B) in a distribution in which gain to such corporation
with respect to the receipt of such property was not recog-
nized by reason of subsection (a) or ( b) of section 1101, or

(C) in exchange for all of its stock in an exchange de-
seribed in section 1101 (c) (2) or (c) (3).

(2) Limrratrons.—

(A) A bank holding company shall not be a qualified bank
holding corporation, unless it would have been a bank hold-
Ing company on [May 15, 19557 July 7, 1970, if the Bank
Holding Company Act [of 19563 Awmendments of 1970 had
been in effect on such date, or unless it is a bank holding com-
pany d;z't)ermmed solely by reference to—

1) property acquired by it on or before ')

oty ¥ ng’y q v [May 15,1955]
(11) property acquired by it in a distribution in which
gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsection

(a)_or (b) of section 1101, [and] or
(1i1) property acquired by it in exchange for all of its
s(%o)ck in an exchange described in section 1101 (c) (2) or
For purposes of this subparagraph, property held by a corpo-
ration having control of the corporation or by a subsidiary
of the corporation shall be treated as held by the corporation.

(B) A bank holding company shall not be a qualified bank-
holding corporation by reason of property described in sub-
paragraph (B) of paragraph (1) or clause (ii) of subpara-
graph (A) of this paragraph, unless such property was ac-
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quired in a distribution with respect to stock, which stock
was acquired by such bank holding company—

(1) on or before [May 15, 19553 July 7, 1970,

(ii) in a distribution (with respect to stock held by it
on [May 15, 19553 Judy 7, 1970, or with respect to stocks
1n respect of which all previous applications of this clause
are satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b) of section
1101, or

(iii) in exchange for all of its stock in an exchange de-
scribed in section 1101 (c¢) (2) or (3).

(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies chat it satisfies
the foregoing requirements of this subsection.

(8) COrrraiv successor corporarions.—For purposes of this
subsection, a successor corporation in a reorganization described
in section 368(a) (1) (F) shall succeed to the status of its prede-
cessor corporation as a qualified bank holding corporation.

_(c) Promxertep Prorerry.—For purposes of this part, the term “pro-
hibited property” means, in the case of any bank holding company,
property (other than nonexempt property) the disposition of which
would be necessary or appropriate to effectuate section 4 of the Bank
Holding Company Act [of 19567 if such company continued to be a
bank holding company beyond the period (including any extensions
thereof) specified in subsection (a) of such section [or insection 1101
(e) (2) (B) of this part, as the case may be. The term “prohibited
property” does not include shares of any company held by a bank
holdine company to the extent that the prohibitions of section 4 of the
Bank Holding Company Act of 1956 do not apply to the ownership by
such bank holding company of such property by reason of subsection
(c) (5) of such section]. The term “prohibited property” also includes
shares of any company not in excess of 5 percent of the outstanding
voting shares of such company if the prohibitions of section 4 of such
Act apply to the shares of such company in excess of such & percent.

(d) Nowexemer Properry.—For purposes of this part, the term
“nonexempt property” means—

(1) obligations (includine notes, drafts, bills of exchange, and
bankers’ acceptances) having 2 maturity at the time of issuance
of not exceeding 24 months, exclusive of days of grace[[;],

(2) securities issued by or guaranteed as to principal or inter-
est by a government or subdivision thereof or by any instru-
mentality of a government or subdivision[; orJ.or

(3) money. and the right to receive money not evidenced by a
seenrity or obligation (other than a security or obligation de-
seribed in paragraph (1) or (2)).

(e) Boarp.—For purposes of this part, the term “Board” means the
Board of Governors of the Federal Reserve System.
(f) Coxzror; Suvssiprary.—For purposes of this part—

(1) Conrror—Ewzcept as provided in section 1102(c)(3), a
corporation shall be treated as having control of another corpora-
tion if such corporation has control (within the meaning of sec-
tion 2(a) (2) of the Bank Holding Company Act) of such other
corporation.
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(2) Supsiprary.~The term “subsidiary” has the meaning given
to such term by section 2(d) of the Bank Holding Company Act.

(9) Erscrion To Foreco Granoraraer Provision ror ALL Prop-
rrrY Represenring Pre-Juve 30, 1968, AG.TIVITIE‘E.——A’IL?/ _ba'nJc hold-
ing company may elect, for pur/g::ses of this part and section 6158, to
have the determination of whether Zproperty s property described in
subsection (c) or is property eligible to be distributed without recog-
nition of gain under section 1101(b) (1) made under the Bank Hold:
Company Act as if such Act did not contain the proviso o{ section 4(a
(2) thereof. Any election under this subsection shall apply to all prop-
erty described in such proviso and shall be made at such time and in
such manmer as the Secretary or his delegate may by regulations pre-
scribe. Any such election, once made, shall be irrevocable. An election
under this subsection or subsection (k) shall not apply unless the final
certification referred to in section 1101 (e) or section 6158 (c) (2),as the
case may be, includes a certification by the board that the bank holding
company has disposed of either all banking property or all nonbank-
ing property.

(k) Erecrion To Divesr AL Bawrine or Noweaveine PRoPERTY
1v Case or Cerraiy Crosery-Herp Bave Horpive Coupanies—Any
bank holding company may elect, for purposes of this part and sec-
tion 6158, to hawe the determimation of whether property is prop-
erty described in subsection (¢) or is property eligible to be distri
uted without recognition of gain under section 1101(b)(1), made
under the Bank Holding Company Act as if such Act did not contain
clause (i) of section 4(c) of such Act. Any election under this sub-
section shall apply to all property described in subsection (c), or to all
property eligible to be distributed without recognition of gain under
section 1101(b) (1), as the case may be, and shall be made at such time
and in such manner as the Secretary or his delegate may by regulations
prescribe. Any such election, once made, shall be trrevocable.

* * * * * - *

Subtitle F—Procedure and Administration

* * = * * * *

CHAPTER 62—TIME AND PLACE
FOR PAYING TAX

* * * * L] L *

Subchapter A—Place and Due Date for Payment of Tax

Sec. 6151. Time and place for paying tax shown on ret
S‘ec. (§152. Installment payments. rerarns.
Sec, 6153, Installment payments of estimated income tax by individuals.
szc. 6154, Installment payments of estimated income tax by corporations,
Sec. 6155. Payment on notice and demand.
Sec. 6156. Ins_ta}lment Dayments of tax on uge of highway motor vehicles and
Sec. 6157, P civil aircraft.
ec. . Payment of Federal unemployment tax on guarte: i
o p;!r;od oy q rly or other time
ec. - Installment payment of taw attributadle to divestitures pursua
Bank Holding Company Act A d ts of 1970, pursuant to
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SEC. 6151. TIME AND PLACE FOR PAYING TAX SHOWN ON RETURNS.

(a) GeEnERAL RULE—Except as otherwise provided in this [section]
aybchaﬁ)lter, when a return of tax is required under this title or regula-
tions, the person required to make such return shall, without assess-
ment or notice and demand from the Secretary or his delegate, pay
such tax to the internal revenue officer with whom the return is filed,
and shal} Pay such tax at the time and place fixed for filing the return
(dteterr)mned without regard to any extension of time for filing the
return).

(b) ExceprioNs.—

* (1) INCOME TAX NOT COMPUTED BY TAXPAYER—IT the taxpayer
elects under section 6014 not to show the tax on the return, the
amount determined by the Secretary or his delegate as payable
shall be paid within 30 days after the mailing by the Secretary or
his delegate to the taxpayer of a notice stating such amount and
making demand therefor.

(2) glUsr: OF GOVERNMENT DEPOSITARIES.—For authority of the
Secretary or his delegate to require payments to Government de-
positaries, see section 6302(c).

(¢) Dare Fxxep ror PaYMENT OF Tax.—In any case in which a tax
is required to be paid on or before a certain date, or within a certain
period, any reference in this title to the date fixed for payment of such
tax shall be deemed a reference to the last day fixed for such payment
(determined without regard to any extension of time for paying the
tax).

» * - ® b4 * *

SEC. 6158. INSTALLMENT PAYMENT OF TAX ATTRIBUTABLE TO DI-
VESTITURES PURSUANT TO BANK HOLDING COMPANY
ACT AMENDMENTS OF 1970.

(@) Erecrion or Exrension—lIf, after July 7, 1970, a qualified
bank holding corporation sells bank property or prohibited property,
the divestiture of either of which the Board certifies, before such sale,
i8 mecessary or appropriate to effectuate section 4 or the policies of the
Bank Holding Company Act, the tax under chapter 1 attributable
to such sale shall, at the election of the tawpayer, be dpuyable in equal
annual installments beginning with the due date (determined with-
out extension) for the taxzpayer’s return of tax under chapter 1 for
the taxable year in which the sale occurred and ending with the cor-
responding date in 1985. If the number of installments determined
under the preceding sentence is less than 10, such number shall be in-
creased to 10 equal onmual installments which begin as provided in
the preceding sentence and which end on the corresponding date 10
years later. An election under this subsection shall be made at such
time and in such manner as the Secretary or his delegate may by regu-
lations prescribed.

(b) Linrrarions—

(1) TREATMENT NOT AVAILABLE TO TAXPAYER FOR BOTH BANK
PROPERTY AND PROBIBITED PROPERTY.—T his section shall not apply
to any sale of prohibited property if the taxpayer (or & corpora-
tion having control of the taxpayer or a subsidiary of the tax-
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payer) has made an election under subsection (a) with respect to
bank property or has made any distribution pursuant to section
7101 (b). This section shall not apply to bank property if the tax-
payer (or a corporation having control of the taxpayer or a sub-
sidiary of the taxpayer) has made an election under subsection
(@) with respect to prohibited property or has made any distribu-
tion pursuant to section 1101 (a).

(2) TREATMENT NOT AVAILABLE FOR CERTAIN INSTALLMENT
sares—No election may be made under subsection (@) with re-
spect to a sale if the income from such sale is being returned at the
time and in the manner provided in section 453 (relating to in-
stallment method).

(¢) AccerLErarion or Pavuents—If an election is made @mler sub-
section (a) and before the taw attributable to such sale is paid in

ull—
d (1) any installment under this section is not paid on or before
the date fized by this section for its payment, or

(2) the Board fails to make a certification similar to the appli-
cable certification provided in section 110(e) within the time pre-
scribed therein (for this purpose treating the last such sale az
constituting the last distribution),

then the ewmtension of time for payment of tax provided in this sec-
tion shall cease to apply, and any portion of the tax payable in in-
stallments shall be paid on notice and demand from the Secretary or
his delegate.

(d) Prorarion or Derrciency 1o Insrariuents—If an election is
made under subsection (a) and a deficiency attributable to the sale
has been assessed, the deficiency shall be prorated to such installments.
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as. and as part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be paid on notice and demand from the Secretary or his dele-
gate. Thas subsection shall not apply if the deficiency is due to negli-
gence, to intentional disregard of rules and regulations, or to fraud
with intent to evade tax.

(e) Bowp Max Be Rrouirep—If an election is made under this
section, section 6165 shall apply as though the Secretary were extend-
ing the time for payment of the taz.

(f) Derivrrions—For purposes of this section—

(1) Trrus HAVE MEANINGS GIVEN T0 THEM RY SECTION 1103.—
The terms “qualified bank holding corporation”. “Bank Hold-
ing Company Act”. “Board”; “control”, and “subsidiary” have
the respective meanings given to such terms by section 1103.

(2) Promipiren properry—~The term “prohibited property”
meamns property held by a qualified bank holding corporation
which could be distributed without recognition of gain under
section 1101 (a) (1).

(8) Banr rrorerry.—The term “bank property” means prop-
erty ]zelt_i by a qualified bank holding corporation which could
be distributed without recognition of gain under section 1101

) (1).
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(9) COross Rererencrs—

(1) Securt.ty.—For authority of the Secretary or his dele-
yate_ to require security in the case of an extension under this
seclion, see section 6165.

L) Reriqd of limitation.—For extension of the period of
hmlg‘atwn in the case of an extension under this section, see
section 6503(i).

L * * * * * .
CHAPTER 66—LIMITATIONS
* * * * * * %

Subchapter A—Limitations on Assessment and
Collection

* * * * * * *

SEC. 6303. SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.

(a) Issvaxce oF Staturory Notice oF DEFICIENCY.—

(1) GeNeraL rULE—The running of the period of limitations
provided in section 6501 or 6502 on the making of assessments or
the collection by levy or a proceeding in court, in respect of any
deficiency as defined in section 6211 (relating to income, estate,
gift and certain excise taxes), shall (after the mailing of a notice
under section 6212(a)) be suspended for the period during which
the Secretary or his delegate is prohibited from making the assess-
ment or from collecting by levy or a proceeding in court (and in
any event, if a proceeding in respect of the deficiency is placed on
the docket of the Tax Court, until the decision of the Tax Court
becomes final), and for 60 days thereafter.

(2) CORPORATION JOINING IN CONSOLIDATED INCOME TAX RE-
ToRN.—If 8 notice under section 6212(a) in respect of a deficiency
in tax imposed by subtitle A for any taxable year is mailed to a
corporation, the suspension of the running of the period of limi-
tations provided in paragraph (1) of this subsection shall apply
in the case of corporations with which such corporation made a
consolidated income tax return for such taxable year.

(b) Assers or Taxpaver 1¥ ControL or Custopy or Cotrr.—The
period of limitations on collection after assessment prescribed in sec-
tion 6502 shall be suspended for the period the assets of the taxpayer
are in the control or custody of the court in any proceeding before any
court of the United States or of any State or of the District of Colum-
bia, and for 6 months thereafter. . .

(¢) Taxpaver OuTsoE UniTED STaTES.—The running of the period
of limitations on collection after assessment prescribed in section 6502
shall be suspended for the period during which the taxpayer is outside
the United States if such period of absence is for a continuous period
of at least 6 months. If the preceding sentence applies and at the time
of the taxpayer’s return to the United States the period of limitations
on collection after assessment prescribed in section 6502 would expire
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before the expiration of 6 months from the date of his return, such
period shall not expire before the expiration of such 6 months.

(d) Extensions oF Tmxe ror PAYMENT oF EsTate Tax.—The run-
ning of the period of limitations for collection of any tax imposed by
chapter 11 shall be suspended for the period of any extension of time
for payment granted under the provisions of section 6161(a)(2) or
(b) (2) or under the provisions of section 6166. . .

(¢) Cerrary Powers or AprorntMENT.—The running of the period
of limitations for assessment or collection of any tax imposed by
chapter 11 shall be suspended in respect of the estate of a decedent
claiming a deduction under section 2055(b) (2) until 30 days after
the expiration of the period for assessment or collection of the tax
imposed by chapter 11 on the estate of the surviving spouse.

(f) Exrenstons oF TiMe ror PaYMENT oF TAX ATTRIBUTABLE TO
Recoveries or Forergn ExpropriaTion Losses.—The running of the
period of limitations for collection of the tax attributable to a recov-
ery of a foreign expropriation loss (within the meaning of section
6167(f) ) shall be suspended for the period of any extension of time
for payment under subsection (a) or (b) of section 6167.

(g) WronGgFuL SE1ZURE oF PROPERTY OF THIRD PaRTY.—The runni
of the period of limitations on collection after assessment prescrill)gg
in section 6502 shall be suspended for a period equal to the period from
the date property (including money) of a third party is wrongfully
seized or received by the Secretary or his delegate to the date the Sec-
retary or his delegate returns property pursuant to section 6343(b) or
the date on which a judgment secured pursuant to section 7426 with
respect to such property becomes final, and for 30 days thereafter. The
running of the period of limitations on collection after assessment
shall be suspended under this subsection only with respect to the
amount of such assessment equal to the amount of money or the value
of s}lzemﬁc property returned.

(h) Suspension Pexprne Corrrorion.—The running of the periods
of limitations provided in sections 6501 and 6502 on the making of
assessments or the collection by levy or a proceeding in court in re-
spect of any tax imposed by chapter 42 or section 507 or section 4971
or section 4975 shall be suspended for any period described in section
507(g) (2) or during which the Secretary or his delegate has extended
the time for making correction under section 4941 (e) (4), 4942(§) (2)
4943(d) (3), 4933(e) (3), 4945(i) (2), 4971 (c) (3), or 4975(f) (4). '

(¢) Exrension of Trur ror Corrrerive Tax Arrrirurasrr ro Di-
VESTITURFES PURSUA/_VT 70 Bave Horpive Cowrany Acr Aurypupnts
or 1970.—The running of the period of limitations for collection of the
tax attributable to o sole with respect to which the taxpayer makes an
i e etlon 01530} e apend o 1 v

W 1 are any unpaid installme

L(1)] () Cross REFERE{\'CES.—— s of such tas.

For (su)spensicn in case of—
1) Deficiency dividends of a i
ers -
pany, see section 547(f). personal holding com

2 . .
of(cl)lalga;k';&ptcy and receiverships, see subchapter B
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(3) Claims against transferees and fiduciaries, see
chapter 71.

* * * * * L] *
CHAPTER 67—INTEREST
* * * * * L] *

Subchapter A—Interest on Underpayments

* * ] * * * *

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN-
SIONS OF TIME FOR PAYMENT, OF TAX.

&?) GenEraL Rure—If any amount of tax imposed by this title
(whether required to be shown on a return. or to be paid by stamp or
by some other method) is not paid on or before the last date prescribed
for payment, interest on such amount at an annual rate established
under section 6621 shall be paid for the period from such last date to
the date paid.

(b) Iasr Date Prescrmep ror PaymenT.—For purposes of this
section, the last date prescribed for payment of the tax shall be de-
termined under chapter 62 with the application of the following rules:

(1) ExTENSIONS OF TIME DISREGARDED.—The last date prescribed
for payment shall be determined without regard to any extension
of time for payment. :

(2) InsTarLMENT PAYMENTS.—In the case of an election under
section 6152(a) [or 6156(a)}, 6156 (a), or 6158(a), to pay the
tax in installments—

(A) The date prescribed for payment of each installment
of the tax shown on the return shall be determined under
section 6152(b) [or 6156(b)], 6156(d), or 6158(a), as the
case may be, and

(B) The last date prescribed for payment of the first in-
stallment shall be deemed the last date prescribed for pay-
ment of any portion of the tax not shown on the return.

For purposes of subpardagraph (A), section 6168(a) shall be
treated as providing that the date prescribed for payment of each
installment shall not be later than the date prescribed for pay-
ment of the 1985 installment.

(3) Jeorarpy.—The last date prescribed for payment shall be
determined without regard to any notice and demand for payment
issued, by reason of jeopardy (as provided in chapter 70), prior
to the last date otherwise prescribed for such payment.

(4) LAST DATE FOR PAYMENT NOT OTHERWISE PRESCRIBED.—In the
case of taxes payable by stamp and in all other cases in which the
last date for payment is not otherwise prescribed, the last date
for payment shall be deemed to be the date the liability for tax
arises (and in no event shall be later than the date notice and
demand for the tax is made by the Secretary or his delegate).
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(¢) SuspensION oF INTEREST IN CERTAIN INCOME, ESTATE, GIFT, AND

CuaPTER 42 0r 43 Tax Cases.—In the case of a deficiency as defined in
section 6211 (relating to income, estate, gift, and certain excise taxes),
if a waiver of restrictions under section 6213(d) on the assessment of
such deficiency has been filed, and if notice and demand by the Sec-
retary or his delegate for payment of such deficiency is not made with-
in 80 days after the filing of such waiver, interest shall not be imposed
on such deficiency for the period beginning immediately after such
30th day and ending with the date of notice and demand.

(d) IxcoMe Tax Repucep BY CARRYBACK OR ADJUSTMENT FOR CER-

TAIN UNUsEp DEDUCTIONS.—

(1) NET OPERATING LOSS OR CAPITAL LOSS CARRYBACK.—If ‘the
amount of any tax imposed by subtitle A is reduced by reason of
a carryback of a net operating loss or net capital loss, such reduc-,
tion in tax shall not affect the computation of interest under this”
section for the period ending with the last day of the taxable year
in which the net operating loss or net capital loss arises.

(2) INVESTMENT CREDIT CARRYBACK.—If the credit allowed by
section 38 for any taxable year is increased by reason of an invest-
ment credit carryback, such increase shall not affect the compu-
tation of interest under this section for the period ending with the
last day of the taxable year in which the investment credit carry--
back arises, or, with respect to any portion of an investment credit
carryback from a taxable year attributable to a net operating loss
carryback or a capital loss carryback from a subsequent taxable
year, such increase shall not affect the computation of interest
under this section for the period ending with the last day of such
subsequent taxable year.

(3) ADJUSTMENT FOR CERTAIN UNTUSED DEDUCTIONS OF LIFE IN-
STRANCE cOMPANTES.—If the amount of any tax imposed by sub-
title A is reduced by operation of section 815(d) (55) (relating to
reduction of policyholders surplus account of life insurance com-
panies for certain unused deductions), such reduction in tax shall
not affect the computation of interest under this section for the
period ending with the last day of the last taxable vear to which
the loss described in section 815(d) (5) (A) is carried under sec-
tion 812(b)(2).

(4) WORK INCENTIVE PROGRAM CREDIT CARRYRACK.—If the credit
allowed by section 40 for any taxable year is increased by reason
of a work incentive program credit carryback. such increase shall
not affect the computation of interest nnder this section for the
period ending with the last day of the taxable year in which the
work incentive program credit carryback arises, or, with respect
to any portion of a work incentive program carryback from a tax-

able year attributable to a net operating loss carrybaclk or a capi-
tal loss carryback from a subsequent taxable year, such increase
shall not affect the computation of interest under this section for
the period ending with the last day of such subsequent taxable
year. :
(e) ArpricaBre RuLes—Except as otherwise provided in this title—

(1) INTEREST TREATED AS TAX.—Interest prescribed under this
section on any tax shall be paid upon notice and demand, and

shall be assessed, collected, and paid in the same manner as taxes.
Any reference in this title (except subchapter B of chapter 63,
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relating to deficiency procedures) to any tax imposed by this title
shall be deemed also to refer to interest imposed by this section on
such tax. .

(2) No INTEREST ON INTEREST.—No interest under this section
shall be imposed on the interest provided by this section.

(3) INTEREST ON PENALTIES, ADDITIONAL AMOUNTS, OR ADDITIONS
To THE TAX.—Interest shall be imposed under subsection (a) in
respect of any assessable penalty, additional amount, or addition
to the tax only if such assessable penalty, additional amount, or
addition to the tax is not paid within 10 days from the date of
notice and demand therefor, and in such case interest shall be
imposed only for the period from the date of the notice and de-
mand to the date of payment.

(4) PAYMENTS MADE WITHIN 10 DAYS AFTER NOTICE AND DE-
MaND.—If notice and demand is made for payment of any
amount, and if such amount is paid within 10 days after the date
of such notice and demand, interest under this section on the
amount so paid shall not be imposed for the period after the date
of such notice and demand.

(f) Satisraction BY Creprts.—If any portion of a tax is satisfied by
credit of an overpayment, then no interest shall be imposed under this
section on the portion of the tax so satisfied for any period during
which, if the credit had not been made, interest would have been allow-
able with respect to such overpayment.

(g) Limrrarion oN AssEssMENT AND CorrLecTioN.—Interest pre-
seribed under this section on any tax may be assessed and collected at
any time during the period within which the tax to which such interesf
relates may be collected.

(h) Exceprtion as To Estimatep Tax.—This section shall not apply
to any failure to pay estimated tax required by section 6153 (or sec-
tion 59 of the Internal Revenue Code of 1939) or section 6154.

(i) ExceprioN as 70 Feperar UnemproyMeENT Tax—This section
shall not apply to any failure to make a payment of tax imposed by
section 3301 for a calendar quarter or other period within a taxable
year required under authority of section 6157.

(i) No INTEREST ON CERTAIN ADJUSTMENTS.—

For provisions prohibiting interest on certain adjustments in
tax, see section 6205(a).

* * * * * * *

©)



